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...ABSTRACT: orders differs systematically by location. In general, 
executions at the Cincinnati, Midwest, and New York stock exchanges are 
most favorable to trade initiators, while executions at the National 
Association of Security Dealers (NASD) are least favorable. These... 

Brokerage fees stir debate on IN THE EMERGING GLOBAL economy, the 
same security is often traded simultaneously at different physical 
locations. For such securities , market integration — the full and timely 
communication of intermarket information — is an issue of practical, 
academic, and regulatory importance .{ 1 ) In a fully integrated market, 
incoming buy (or sell ) orders have an opportunity to be matched 
against the best available sell (or buy ) orders across all locations. 
This intermarket matching process lowers the cost and time delay of 
trading and enhances the market's price... 

...closely related issues of market integration and price execution for a 
sample of New York Stock Exchange (NYSE) listed securities . Most 
NYSE-listed securities also trade on at least one of five regional 
exchanges and in the Over-The-Counter (OTC... 

. . .main proposition of this study is that the location of execution is 
price relevant for trades in NYSE-listed securities . The issue is 
timely, pertaining to the current regulatory debate surrounding payments 
for order flows . . . 

...second test classifies all trades as buys or sells using the Lee and 
Ready (1991) algorithm and compares the trade price of off -Board buys (or 
sells) to adjacent NYSE buys ... Consequently, the results pertain to 
execution costs for market orders, not limit or other price-contingent 
orders (unless these orders are executable upon receipt) . (6) Further, 
trades that are not initiated by public orders (e...e., "cream skimming"). 
Unlike NYSE specialists, who must make a market for all NYSE-listed stocks 
, purchasers of order flows can target the more profitable "low end" 
business, which consists mainly of small trades in more liquid stocks . 
The NYSE specialist, finding profit margins reduced, may look to recover 
these losses by increasing. . . 

...In fact, most regional exchanges as well as some NASD dealers have 
developed their own algorithms to improve the likelihood of 
inside-the-spread executions. The relative effectiveness of these 
algorithms in reducing execution costs for public market orders is an open 
empirical issue. 

Few prior... is related to execution costs, this sample should 
represent the total population of NYSE-listed securities . Table I reports 
the distribution of trades for the 500 sample firms in each year. Just 
over 7.3 million trades were... 

...example, in 1988 trades of 900 shares or less (a rough proxy for 
individual investor trades ) represent over 75 percent of all transactions 
in NYSE-listed securities on the Boston, Midwest, Pacific, and 
Philadelphia exchanges, as well as the NASD. On the... 

.-.reasons. First, if regional dealers "skim the cream" by making markets 
only in more liquid stocks , regional trades should have a lower average 
liquidity premium than NYSE trades . Thus, lower execution costs may, in 
fact, be a product of the stock selection procedure followed by regional 




dealers. Second, quoted anf^^f f ective spreads are, , .executi^P^, the NASD 
performance should improve' .ader these tests. 

Lee and Ready (1991) propose an algorithm that classifies each trade 
as buyer or seller initiated. This algorithm (summarized in Appendix B) 
relies on the prevailing bid and ask prices as well as the prior price 
changes ("tick tests") in classifying trades. In this study, the algorithm 

provides a direct way of comparing the price of buys (or sells) executed 
in a . . . 



...trade prices on market buys and higher average trade prices on market 
sells. The same algorithm is applied to trades from all exchanges, so 
even though trade misclassif ications may introduce noise ... control for 
cross-sectional differences across the sample firms. The unit of analysis 
is individual trades , so that securities with greater volume receive 
greater proportional weight. This approach is reasonable given the research 
focus on price execution per trade. However, since the extent of off-Board 
trading varies widely across securities , the results may be due to a 
small proportion of the sample firms. To examine... 

...execution and price performance of different market centers. The results 
show that for NYSE-listed securities the price obtained on similar 
adjacent trades can differ by location of execution. In particular, the 
results . . .probes the other for "hidden liquidity" not revealed in the 
intermarket quote. The price improvement algorithm recently implemented 
by a prominent NASD member firm, Madoff Investments, is a prime example of 
...time of receipt. 

In addition, during 1990, the Midwest exchange introduced a new price 
improvement algorithm that offers a one-eighth improvement on all trades 
if its execution at the intermarket... 

...instituted an automated execution system dubbed MISSION. For orders of 
300 shares or greater, in stocks trading at one-fourth or more spread, 
MISSION adjusts the Madoff ITS bid or ask to... 

...Appendix B: Inferring Trade Direction 

The direction of individual trades is inferred by the following 
algorithm developed in Lee and Ready (1991) . The only modification is that 
Lee and Ready use... Madoff Investment's MISSION system, implemented in the 
latter part of 1990. These price improvement algorithms may improve NASD 
and regional test results for future studies using post-1989 data. 

19 T4 is classified as a buy in the Lee and Ready (1991) algorithm 
because it is executed at the ask price. Note that it is also a buy. . . 
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ABSTRACT: A discussion of the ways in which stocks are traded in the US 
is presented. Methods discussed include floor trading, over-the-counter 
trading and. . . 

TEXT: STOCKS ARE TRADED IN SEVERAL ways in U.S. markets. Some companies 
choose to list their stocks for trading on traditional exchanges. The 
New York Stock Exchange (NYSE) is the most important listing exchange, 
but listed stocks are also traded on the American Stock Exchange 
(AMEX) and regional exchanges in Chicago, Philadelphia, Boston, San 
Francisco, and Los Angeles. Regional exchanges trade stocks that are 
listed on other markets as well as their own listings. Stocks that are not 
listed on an exchange (including many technology stocks, such as Microsoft) 
are traded in the over-the-counter (OTC) market. 
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...to provide liquidity wi; +e it's most needed, Madden sayl. go after the 
most thinly traded stocks . Then offer to cross orders much less 
frequently, say once a week. "This one is an incredibly efficient way to 
trade illiquid stocks says Madden. "In waiting, we can get much more 
liquidity, and we have the ability. . . 

...12,000 trades per day. Yet because Traversi' s customers concentrate 
their investments in technology stocks , Traversi thinks an E*Trade 
bulletin board could potentially attain match rates at unheard-of levels: 
25% to 50%. 

Traversi says there are 1,200 to 1,400 stocks that are very popular with 
his clients. He compares E*Trade 's situation to that of his previous 
employer, Montgomery Securities , which, due to similar sector 
concentrations, regularly hit an institutional crossing rate of 37% to... 

...trading systems, though relatively easy to build, contain some glaring 
inefficiencies. "The whole electronic book algorithm has never worked," 
says Christopher Keith, former chief technology officer for the New York 
Stock. . . 

...As a result, Wunsch is making an offer to discount brokerages: allow 
your investors to trade with institutions on the Arizona Stock 
Exchange. Investors with accounts at participating brokerages would use 
the Internet to input their orders ... collection mechanism to an Internet 
auction that is very visible." After the market close, an algorithm will 
find the highest price that will clear all of the "matched" trades. The 
orders . . . 

...far heard "nothing negative" about his plans for a crossing system. 

Just after launching Wit-Trade , Klein, an ex-securities lawyer himself, 
was treated to a conference call with the SEC — 11 lawyers strong. Ten... 
Nasdaq-listed stock has 10 market makers, according to the exchange, while 
the most heavily traded stocks have more than 60, Thinly traded 
issues, and market makers who support them, will be more dramatically 
affected. 

Off the record. . . 
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...securities, developed with partners 
Bridge Information Systems and Net Exchange and introduced in May 
1998. 

Bond Connect - which matches buy and sell orders 

electronically, 

using a complex algorithm - addresses limitations in the traditional 
trading environment by offering investors the ability to formulate 
orders . . . 

...specific point in time. 

The BSE will be the exclusive U.S. exchange participant in Bond 
Connect, initially providing computer system administration for the 
electronic trading of U.S. Corporate Debt, U.S. Government Debt, 
Agencies, Mortgage-Backed Securities, and U... 
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the clearinghouse procedure, traders continuously enter orders, 
and, periodically, the computer generates a price that matches the 
greatest number of buy and sell orders . Those orders are then 
executed at the clearing price, as are all orders at better prices. 

Some... would clear all securities in the market simultaneously. This 
would allow traders to enter sophisticated orders contingent on market 
conditions — for example, "if the price of Ford stock rises above $40 and. . . 

...19? Mendelson believes traders would not have been afraid to enter the 
market because their orders could have been made contingent on an 
optimal scenario. What actually happened, of course, was that a lack of 
information. . . 
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... in test mode at several buy-side institutions, sources say. 

Systems like Morgan Stanley's Matchplus allow buyers and sellers 
to enter orders anonymously: these orders never appear on any 
screen — only the counterparties know when an order. . . 

...index it is meant to follow. 
Float On 

Users of OMS can also place portfolio "contingency " orders 
— floating limit orders — that move with the market and take advantage of 
market fluctuations to automatically turn on. . . 
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continuously monitoring the underlying and trading with every 
significant price change, the hedger can place contingent buy and sell 
orders with start/stop prices at the barriers. Second, when compared 
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